
New terms for 
sharing credit 
Version 2.0 of co-lendingissettorise, butits 

earlier avatar continues to cast a shadow, 

report RAGHU MOHAN & ABHUJIT LELE 

Imost seven years 
afterit was rolled 

out, the Reserve 

BankofIndia (RBI) 

hashit the reset button on co- 

lending. The new draft 
framework goesbeyond 
banksand non-banking 
financial companies (NBFCs) 

tocoverall regulated entities 
(REs), and segments outside 

priority-sectorloans. 
Will version 2.0 fire? 
Therealityisthat co- 

lending did not take off 
becausebanks and NBFCs 

had todancearoundissues 

after blowoutsin shadow 

banking, andiron out the 
finer aspects of the model. 
Andeven now, there’snodata 

from Mint Road on the 
outstandingloans under this 
arrangement. A report by 
Crisil put NBFCs’ assetsunder 
co-lending as nearing1 
trillion at end-December 

2023; another by Icraputitat 
50,000 crorein FY24. But 

both numbers are not to be 

taken asthetotal assetsunder 

thisfacility of banks and 
NBECs. 

The pain points 

“Ithinkeverybodyis 
struggling. Fundamentally, it 
means your underwriting 
standards should be aligned 
with those of the originator: 
NBFCs,” saysacandid 
Prashant Kumar, managing 
director (MD) and chief 

executive officer (CEO) of Yes 

Bank. Asked ifthe draft 
framework addresses these 
issues, he pointsto the fact 
thatitnowcovers 
arrangementsacross all REs 
and segments. Or take 
microfinanceinstitutions, 
some of whom are under 

RBI REGULATIONS 
OVER THE YEARS 
D July 2014: Norms set for 
how banks engage business 
correspondents 

) Sep 2018: Co-origination 
business model between 

banks and NBF(s introduced 

) Nov2020: Banks get to co- 
lend individual loans, back- 

to-back basis, with NBFCs 

) Sep 2022: Digital lending 
formalised as a new category 
of outsourcing 

) June 2023: Guidelinesset 
forsharing creditlosses 
between partners 

D April 2025: Framework set 
for co-lending and sourcing 
arrangements 

Source: RBI, Icra Research 

stress. AsJiji Mammen, 
executive director and CEO of 
Sa-Dhan — the self-regulatory 
body for the business — views 
it, therisk appetite of the 
partners will be differentand 
“accordingly, will opt for their 
share in the arrangement. The 
perception of each entity will 
alsoreflectin theirindividual 
pricing.” 

So,howdo REsgeton the 
samepage? 

A model document may 
have tobe worked outtobe 
agreed upfrontbetween them. 
Forexample, banks are more 
comfortable funding fleet 
operators and NBFCs are 

happier with new-to-credit 
commercial vehicle owners. 

Banksservice largely out of 
branches; NBFCs are fine with 

field decisions. Just thatthe 
differenceswill cover awider 
lot of REs here on. Again, the 
RBIhasmadeitclearthat 

since the borrower remains 

the same, ifan RE classifies its 
exposure as non-performing, 
the same shall be applicable to 
otherRE too. 

Ultimate responsibility 

The otheraspecttobe 
factored isthe RBI’'s master 
direction on 'Managing Risks 
and Code of Conductin 
Outsourcing of Financial 
Services’. It’s categorical that 
outsourcing of any activity by 
an RE doesnotdiminishits 
obligations, asalso thatofits 
board/senior management, 

which have the ultimate 
responsibility for the 
outsourced activity. That REs 
mustensure the service 
provideremploys the same 
high standard of care while 
performingthe servicesas 
would be employed by them 
—thatisifthe activities were 
conducted by the REsand not 
outsourced. 

Then, there is the issue of 
the first-lossdefault 
guarantee (FLDG) — where its 

issuer compensates another 
inalending relationship for 
the firstlossesincurred on a 
loan portfolio due to defaults, 
up toapredetermined 
percentage. Itiscapped at five 
percentnow. Shachindra 
Nath, founderand MD of 
UGRO Capital, says: “We have 
been asking for uniformity 
betweendigitallending- 
business correspondent 
arrangementand co-lending. 
Given that FLDGs have been 
allowed, it will make banks 
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Notes: AUM is assets under management; NBFCis non-banking financial company; SME is small and medium enterprises; PL/CLis 

personall consumption loans; LAP is loan against property Source: RBI, Icra Research   

   

“Underwriting 
standards should be 
aligned with those of 
the originator" 

®L 
PRASHANT KUMAR 
MD & CEQ, Yes Bank 

openup to co-lending 
because the spread they 
would allow to NBFCs would 
ensure thatthey have 
minimal creditcost.” 
According to Gaurav Gupta, 
founder, MD & CEO of Tyger 
Capital (the erstwhile Adani 

Capital): “There s little 

difference between the 
interestcharged by banks and 
NBFCs for co-lending. If 
banks are now going to ask for 
FLDG, will the lending rate be 
lower?” 

Putdifferently, FLDGs 
involve a cost to the issuer 
(it'sacontingentliability): 

“Based on risk appetite, 
perception of each 
entity will reflectin 
their pricing"” 

JuI MAMMEN 
ED & CEO, Sa-Dhan 

how isittobe factored in co- 
lending? Remember, the 
borrower pays ablended rate; 
and to the extent FLDG isin 
play, itsissuerhas to make it 
good. Theirony here isthata 
section of REswas all along 
for FLDGs even as MintRoad 
was abitwary ofthe product: 
the fear being REs will seek 
comfort through FLGDs, 
rather than put their skin in 
the game, and this may run 
countertoits viewon 
outsourcing in the master 
direction. 

Co-lending version 2.0 will 
go through birth pangs. 

COMPOSITION OF CO-LENDING AUM* 

12% 
Others 

8% 
Loan against — 

property 

13% 
Gold 
loans 

13% 
Unsecured 

MSME loans 

*Ason Dec 31,2023 

    
   

34% 
i — Personal 

loans 

20% 
— Home 

loans 

Source: Company data; CRISIL Ratings     
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"FLDGs will make banks 
open up to co-lending 
as it ensures they have 
minimal credit cost" 

  

SHACHINDRA NATH 
Founder & MD, UGRO Capital 

  

“There is little difference 
between the interest 
charged by banks and 
NBFCs for co-lending" 

GAURAV GUPTA 
Founder, MD & CEO, Tyger Capital 

  

 


